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Answer TWO (2) QUESTIONS from SECTION A and TWO (2) QUESTIONS from SECTION B 


SECTION A 
Question 1 


Define price elasticity of demand and describe its relevance to the firm’s decision making. Discuss 
other types of elasticity important to the firm. Use appropriate diagram(s) to illustrate and explain your 
answer. 


Question 2 


Explain why firms' marginal cost curves become upward sloping after a certain level of output has 
been reached. What are the effects on costs in the short run and in the long run? Use appropriate 
diagrams) to illustrate and explain your answer. 


Question 3 


Consider a firm that has a market monopoly. Suppose that in addition to its monopoly in the market, 
the firm produces under the presence of a positive externality. Does the positive externality lead to a 
greater misallocation of resources compared to the presence of a positive externality under a 
competitive market structure? Use appropriate diagram(s) to illustrate and explain your answer. 


SECTION B 
Question 4 


Define aggregate expenditure and describe the income and expenditure approach. What would 
happen if the economy is not operating at the equilibrium level? Use appropriate diagram(s) to 
illustrate and explain your answer. 


Question 5 
Trace the effect of a fall in the supply of money on aggregate demand and output. What will 
determine the size of the effect? Use appropriate diagram(s) to illustrate and explain your answer. 


Question 6 
For what reasons may one country experience a persistently faster rate of economic growth than 
another? Use appropriate diagram(s) to illustrate and explain your answer. 
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